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II. Growth Performance
The Far Eastern newly industrializing countries had relatively low income levels in 1963. Even Hong Kong and Singapore were behind Argentina, Chile, and Mexico in terms of income per head (Table 1) .
The situation changed dramatically in the following two-and-a-half decades. By 1988, all four of the Far Eastern NICs surpassed the per capita incomes of every Latin American newly industrializing country. These changes occurred as the per capita income of the four Far Eastern NICs increased fourand-a-half to six times during the 1963-87 period. Among Latin American NICs per capita incomes increased two-and-a-half times in Brazil, one-and-a-half times in Mexico and by less than one-quarter in Argentina and Chile.
Further interest attaches to intercountry differences in increases in per capita incomes over time. Table 2 ).
The situation r anged in the 1973-81 period. All Fir Eastern NICs increased their domestic saving ratios to a substantial extent while the increases were smaller, or domestic saving ratios declined, in the La .
American NICs. At the same time, the Far Eastern NICs maintained higher levels of investment efficiency than their Latin American counterparts. An apparent exception is Mexico where newly-found oil raised GDP growth rates, thereby reducing incremental capital-output ratios.
In the 1981-87 period, negative GDP growth rates in Argentina and
Mexico do not permit deriving meaningful estimates o incremental capitaloutput ratios. Growth rates in Brazil and Chile continued to fall behind those of the Far Eastern NICs.
IV. The Role of Exports
The Far Eastern NICs attained high rates of economic growth in an open economy as shown by their high export-GDP ratios (Table 3) . Nor can these differences be explained by disparities in country size. Thus, while
Brazil and Mexico have large economies, Korea's population and GDP are greater than Argentina's and Taiwan's population and GDP are greater than Chile's.
In Korea and Taiwan, the export-CDP ratio increased greatly between i963 -nd 1988, indicating the leading role of exports in the growth process.
This was the cas6, to a lesser extent, in Hong Kong and Singapore that already had high export-GDP ratios at the beginning of the period. At any rate, the 1/ ICORs fail to allow for the effects of factors other than capital on economic growth and are subject to considerable measurement error. They are derived from national accounts statistics. 
V. T e Policies Applied
The data show that, for the 1963-88 period as a whole, superior growth performance in the Far Eastern newly industrializing countries was associated with high domestic saving ratios and high levels of investment efficiency. At the same time, exports played an important role in the growth process, contributing to the efficient use of investment funds.
Apart from Hong Kong, all developing countries passed through the first stage of import substitution, involving the replacement by domestic production of the imports of nondurable consumer goods and their inputs. The manufacture of these products, including clothing and textiles, shoes and leather, and furniture and wood, conform to the production possibilities of the developing countries. They utilize in large part unskilled labor, involve the use of simple production processes, are not subject to im.portant scale economies, and do not require the existence of a sophisticated industrial structure. Once the first stage of import substitution has been completed, however, the rate of growth of industrial production cannot continue to exceed that of consumption. Now, countries face two choices: embarking on the exportation of nondurable consumer gcods and their inputs or moving to the second stage of import substitution through the replacement by domestic production of the imports of producer and consumer durables and intermediate products.
Among present-day newly-industrializing countries, the choice was made for the first alternative in Korea, Singapore, and Taiwan in the early 1960s. These countries also carried out financial reforms that permitted raising domestic saving ratios.
Negative real interest rates (nominal interest rates exceeded by the rate of inflation) led to financial repression in the Latin American NICs that
was not conducive to increasing domestic saving and to the efficient allocation of the amount saved. And, these countries shifted to the second stage of import substitution that proved costly as the commodities in question did not conform to the production possibilities of the countries concerned.
Thus, the manufacture of producer and consumer durables requires the existence of a sophisticated industrial structure to provide parts, components, and accessories made to precision. Also, such vertical specialization, as well as a horizontal or product specialization, need a large domestic market for manufactured goods.
Large domestic markets are also necessary for the production of The resulting high domestic costs reduced the efficiency of investment in countries pursuing a strategy of continued import substitution. In order to compensate for the higher costs, these countries also increased import protection, thereby discriminating against exports.
As the costs of continued import substitution became apparent, leading to declines in export expansion and economic growth, the three large Latin American NICs undertook reforms aimed to provide improved incentives to exports in the mid-1960s. The most far-reaching reforms were carried out in Brazil while its favorable balance-of-payments position, due to workers' remittances, tourism, and border industries, hampered the reform effort in
Mexico and the opposition of urban interests obstructed the course of economic reforms in Argentina.
The reforms undertaken in the mid-1960s permitted reducing the bias of the incentive system against exports in Brazil, to a lesser extent in Mexico, and even less in Argentina. But, not even Brazil provided equal incentives to exports and import substitution as was the case in the Far Eastern NICs. Finally, after initial efforts, reforms were jettisoned by the Allende government in Chile in the early 1970s.
Policies changed again following the oil crisis of 1973-74. The quadrupling of oil prices, together with the ensuing world recession, imposed a considerable cost on the economies of the nearly-industrializing countries. This cost, shown in Table 6 , was the largest in the East Asian
NICs that were most exposed to foreign trade. I/ Table 6 further shows the balance-of-payments effects of t'e policies applied in response to external shocks, including additional net external financing, export promotion, import substitution, and deflationary policies.
Additional net external financing has been derived as the difference between actual financing and that estimated on assumption that past trends in exports and imports continued. The effects of export promotion have been calculated in terms of changes in export market shares. Import substitution has been defined as savings in imports associated with a decrease in the income elasticity of import demand compared with the preceding period. Finally, the effects on imports of changes in GNP growth rates in response to the macroeconomic policies followed have been estimated on the assumption of unchanged income elasticities of import demand.
The Far Eastern newly-industrializing countries accepted an initial decline in the growth rate of GNP in order to limit reliance on external financing. Economic growth accelerated subsequently, however, as the countries in question maintained their outward oiiented policies. At the same time, adopting realistic exchange rates helped not only exports but also import substitution.
Among the Latin American newly-industrializing countries, Chile shifted to outward oriented policies in response to the external shocks it suffered. These policies led to considerable gains in export market shares 1/ The cost of external shocks is measured as the balance-of-payments effects of the deterioration of the terms of trade and of the export shortfall, resulting from the slowdown of the world economy.
-15 -while reliance on external financing was reduced. In turn, Brazil and Mexico relied to a considerable extent on external borrowing in order to finance the adverse balance-of-payments effects of external shocks while, self-sufficient in petroleum, Argentina experienced practically no external shocks.
The three large Latin American NICs also increased the extent of inward orientation of their incentive system, thereby promoting the replacement of imports by domestic production. Only Brazil, which continued with the export subsidies introduced in the preceding period, made some modest gains in exports; Argentina and Mexico lost export market shares.
The effects of the policies followed in regard to foreign borrowing are apparent in Table 7 Having found oil that led to rapid export expansion, the ratio of external debt to exports declined in Mexico after 1978. Also, Brazil reduced reliance on external borrowing and adopted a mixture of policies aimed at increasing exports, import substitution, and slowing the economy. In turn,
Argentina and Chile experienced a considerable capital inflow as a result of the overvaluation of the exchange rate aimed to reduce inflation.
The Far Eastern NICs again accepted a slowdown in economic growth after 1978 in order to limit reliance on foreign borrowing while maintaining their outward oriented policies that led to the subsequent acceleration of economic growth. Only Korea engaged in foreign borrowing but its debt-export ratio hardly changed. Countries that have accumulated external debt, then, should adopt outward oriented policies that provide impetus to economic growth through increased exports while improving the balance of payments. Such policies involve the simultaneous promotion of exports and liberalization of imports.
